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This address was delivered before the New York University Men in Finance Club on 
May 7, 1942. The Tax Review reprints it here to make available to the American 


public this clear picture of how Canada is meeting its war finance problems. 





PRE-WAR CONDITIONS AND WAR-TIME TAXES 


Canada entered the war on the 10th of September 1939. 
We have been at war two years and eight months. 
In that time the mature of our taxes has not basically 
changed. If by nature we mean &ind of taxes, then we 
have added a few which I will mention later. 

We entered the war with Customs and Excise Taxes; 
an 8% Sales Tax and mild Income Taxes. These 
produced the basic national revenues. 

During our first pre-war fiscal period ended March 
31, 1939, we collected $435 million. Last year we collected 
$1,359 million—an increase of 312%. 

For comparison with your country on a population 
basis these figures might be multiplied by 12 or 13, 
but let us say 12. (However, if on a national income 
or wealth basis it would be considerably higher.) That 
would mean a pre-war collection of $5,220 million and 
for the last year $16,308 million, ie., an increase of 
revenue for war of $11 billion, comparatively. 

To do this we raised the Income Tax, emacted a 
National Defence Tax, partly deducted at the source; 


enacted a trial Excess Profits Tax Act, which was repealed, 
and re-enacted with a 75% tax on the excess; enacted a 
Succession Duty Act, more for future revenue purposes, 
and imposed a 10% tax on all importations, both free 
and dutiable, from hard currency countries, and imposed 
stiff Excise Taxes generally, but particularly on all luxuries, 
automobiles, and electrical equipment, and wiped out all 
Provincial and Municipal income and corporate taxes, 
and thereby all duplication, making one Dominion tax 
on all incomes. 

The additional revenue was secured principally through 
an increase in Income Tax rates and by the imposition of 
an Excess Profits Tax, that is, through the tax on incomes. 

Out of the immediate pre-war fiscal period we collected 
Income Taxes of $120 million. Last year we collected 
$652 million, that is, an increase, taken out of incomes, 
of $532 million. 

Multiply these figures by 12, for comparison with your 
country, and it could be stated that out of the immediate 
pre-war fiscal period we would have collected $1,440 
million as compared to $7,824 million last year, that is 
an increase, taken out of incomes, of $6,384 million 
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during the last fiscal period over the immediately past 
pre-war fiscal period. 


This was accomplished in three steps, through three 
Budgets, and one interim Baby Budget of November 1940, 
which dealt primarily with the prohibition and restriction 
of importations for conservation of exchange purposes. 


The tax legislation as presented by these War Budgets 
will be touched upon, but I think it appropriate to enter 
upon our considerations as and from the Budget preceding 
the War, which was delivered on the 25th of April 1939. 
At that time economic conditions in Canada were not good. 
Revenues were below expenditures and the possibility of 
an increased national income out of which more revenue 
could be secured was not readily discernible. Rumours of 
war and general uncertainty were stifling the economy. 
It needed a fillip of some kind. 


Although a Budget deficit was declared by the then 
Minister of Finance, nevertheless he stated that: 


In times of depression, increased expenditures 
on the part of Governments is a sheer social 
necessity. 


However, Government expenditure alone was not 
enough. Industrial and business expenditures must be in- 
creased. To this end a special tax credit of a very sub- 
stantial character was provided for in the Budget. Any firm 
which began and completed and paid for within the next 
succeeding twelve months any construction of plant, 
machinery or equipment of a capital character was to be 
allowed a tax credit as a charge against tax, of an amount 
equal to 10% of the capital costs incurred on such project. 


Now 10% of the capital expenditure against tax, as the 
rates were then 15% on corporations, is substantially 
equivalent to 70% of the capital costs, as an expense 
against income. Briefly stated, as a tax credit, for every 
$100 spent $10 comes off the tax bill. 


Thus in a broad, progressive manner Canada experi- 
mented in the use of a taxation measure to promote eco- 
nomic activity and aid in the social betterment of the 
nation, for expenditures of this kind go into the pockets of 
the mass of the people. 


Today I can tell you the result of that plan. Within the 
next succeeding twelve months there was expended on 
capital account over $150 million, which, multiplied by 12, 
would mean a capital expenditure in your country of about 
$1,800 million, on private industrial projects. 


Then again, as a further stimulus to industrial mining 
activities, it was provided that any metalliferous mine 
which came into production within the next three years 
would be given a three-year corporate exemption from in- 
come tax. The period for claiming this exemption was 
subsequently extended for another three years. As a result, 
up to date some 120 new mines have come into production. 


These were tax relief considerations before the war. Let 
us examine developments under severe tax imposition, 
which the same parliament imposed. The need for war 
supplies and equipment was recognized, and that right 
speedily. It would be some time before Parliament could 
again convene and when convened it would be a newly 
elected Parliament. Consequently, a Defence Purchasing 
Board was created, with power to enter into contracts for 
war supplies. It was created under an Act known as the 
“Defence Purchases, Profits Control and Financing Act, 
1939.”” It was placed under the control of the Department 
of National Defence. It provided, among other things, a 
severe taxing provision which indicated the Government's 
attitude toward war profiteering. 


Contracts for the sale or manufacture and delivery to 
the Government could be made either: 


(a) under competitive bids, or 
(b) under straight contract. 


If made under competitive bids there was no special 
tax imposing provisions whatsoever. The resultant profits 
were to be taxed under the then existing general tax pro- 
visions, or as they might be amended. However, if made 
under straight contract with the Defence Purchasing Board 
the tax provisions provided as follows: 


There shall be levied upon and paid to His 
Majesty by any person who is a party to a contract 
to which this section applies, a tax equal to the 
amount by which the net profit in respect of any 
such contract exceeds an amount equal to five per 
centum per annum of the average amount of the 
capital of such person employed in the perform- 
ance of the contract. 


Briefly stated, this is a tax of 100% on profits from 
defence contracts in excess of 5% of the capital employed. 
It was found, however, that contracts could not be secured 
under this limitation. Apparently business did not choose, 
in peace time, to risk substantial capital and incur all the 
attendant difficulties on the performance of contracts re- 
quiring such technical skill when the profits were limited 
to but 5%. Thus we observe the reaction of business to 
such a measure. Contracts that were made, were made 
under the competitive bid method and the profits fell to 
be taxed under the general taxing law. 

After war commenced there was appointed, by Order- 
in-Council, a War Supply Board in the place of the De- 
fence Purchasing Board, with power to make the best 
contracts possible, the profits of which were to be taxed 
under the existing laws, which by that time included an 
Excess Profits Tax Act. 


FIRST WAR BUDGET 


A War Parliament was convened on the 7th of Septem- 
ber 1939. It sat six days. It sanctioned the declaration 
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of war. It created the Department of Munitions and Sup- 
ply, which subsequently took over the duties of the War 
Supply Board. This War Parliament delivered a Budget 
enacting the Excess Profits Tax Act, raised the Income 
Tax rates and imposed additional Customs and Excise 
Duties. 


The first War Budget laid down the main principles 
of war taxation, which were to pay as we go, as far as 
possible, to distribute the burden according to ability to 
bear it, and above all, to forestall inflation. 


The Excess Profits Tax Act was notice to the country 
that excess profits over the normal or base profits would 
be the subject of special taxation and thus recover to the 
Crown in substantial portion the excess profits made. The 
Excess Profits Tax Act enacted in that Session was drafted, 
printed, introduced, passed three readings in the House of 
Commons and in the Senate, and by night became law. 
Indeed it was all done within eighteen hours, thus belying 
the statement that a Democracy cannot act with speed. 


But speed is not conducive to a wholly satisfactory prod- 
uct and the measure later was found, as was anticipated, 
to contain many inherent difficulties. It contained two 
alternative tax rates, and applied, either: 


(a) to the profits above those made by a business in 
the four pre-war years, referred to as the normal, 
base, or standard profits, by imposing a 50% tax 
thereon; or 


(b) a graduated tax, starting at 10% on the profits 
between 59% and 10% on capital and closing at 
60% on profits above 25% of the capital employed. 


It applied to all businesses, whether incorporated or not, 
and whether they had war contracts or not, on the ground 
that general war conditions did create excess profits. 
There was no basic exemption. It was made applicable to 
profits of 1940 and thereafter. The tax was imposed on 
all profits after the general income tax had been paid. 
That is, it was in addition to and not in substitution of 
the existing Income Tax rates. 


Now what was wrong with this measure, above all else, 
was inherent in the options given to pay either on the 
yield above a percentage of profits on capital or to pay 
on the excess over the standard profits. The objection was 
not the rates of tax—far from it. The objection arose out 
of the discriminations that became apparent—some would 
pay a great deal, others very little. Any taxing measure has 
its special hardships and discriminations, but these were 
only accentuated by giving an option of being taxed on 
either one basis or another. What was intended to be 
relief became accentuated discrimination. 


Before the next Parliament assembled a great list of dis- 
criminations and difficulties was presented. These imper- 
fections were known or anticipated at the time the Act was 
passed but the main purpose of the first Excess Profits Tax 





Act was to indicate to the public the Government's general 
attitude toward war profits. 

There was enacted, as well as the Excess Profits Tax 
Act, a 20% increase throughout the Income Tax rates and 
a substantial increase in Excise Duties. Associated with 
these, although not a part of the tax considerations, were 
the establishment of a Foreign Exchange Control Board, 
to regulate exchange rates and to prevent an efflux of 
capital, and also the Wartime Prices and Trade Board to 
watch carefully the price field and exercise control where 
necessary. 

The taxes imposed in the first War Budget were pur- 
posely comparatively light. There was still within the 
country considerable unemployment and the plan was, as it 
had been in the pre-war Budget, to encourage the economy 
to expand, speed up and increase our national income be- 
fore imposing restrictive national taxes. It was notice of 
heavy taxation to come rather than an immediate burden, 
thus giving some opportunity to the business world for 
consideration and adjustment from a rather depressed, 
peace-time economy to an accelerated war economy. 

These taxes, therefore, had little effect on business and 
whatever adverse effect there was, was far more than 
out-weighed by the inflationary effect of war expenditure. 
National income moved steadily upward and profits re- 
maining after taxation were also increased. 


SECOND WAR BUDGET 


The Second War Budget was delivered on June 24, 1940. 
In his address the Minister of Finance stated: 


As I have already stated, the Excess Profits Tax 
was quickly drafted and placed on the statute 
books last fall in order to indicate one of the 
forms of war taxation which the Government was 
adopting. 


He pointed out some of the defects and added: 


One main feature which appeared to be un- 
desirable was the right of the taxpayer to choose 
between two options. It was found that many 
established firms would pay little or no taxes 
while others which had not been in business prior 
to the war or had been operating a depressed 
industry, or were undergoing rapid expansion 
would be subject to what appears to be unwar- 
ranted discrimination. 


The original Excess Profits Tax Act was wholly re- 
pealed. The options were removed and a more equitable, 
though drastic, tax measure was substituted by changing 
the rate from 50% to 75% on the excess over the stand- 
ard profit, and by introducing a flat 12% tax whether in 
fact there were or were not excess profits. This 12%, 
added to the existing 18% income tax, made a 30% 
corporate income tax rate. 
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Provision was also made that in the case of depressed 
industries they might go before a Board of Referees and 
have a fair standard profit determined for them. Businesses 
with profits of $5,000 or less were exempt from this 
measure. A special formula was provided for in the case 
of gold mining and oil producing companies, both of 
which were rapidly expanding businesses. In their case 
the standard profit was allowed to rise or fall in direct 
proportion to the volume of output so that if they doubled 
their volume their standard was doubled. 


Thus the incentive to increase production was not cur- 
tailed. They were taxed on excess profits only by reason 
of the increased price received for the commodity over 
the standard period price. In the case of gold, this was 
the exchange premium. Many other anomalies and dis- 
crepancies were removed, so that in the result business 
again in the main reacted favourably to the measure, due 
in large part to the willingness of the Government to make 
adjustments or corrections where discriminations affecting 
a class had been brought to its attention. 


The Budget of 1940 also introduced a National Defence 
Tax, which was imposed upon all incomes, down to the 
first dollar, if the income was in excess of $600 for a 
single person and $1,200 for a married person. This tax 
was collected at the source from dividends, registered in- 
terest, salaries and wages. Through the collection at the 
source, those in the lowest bracket of taxable income have 
the tax collected without the necessity of filing an income 
tax return with the Government. Many persons do not 
realize that this tax is really a part of the general, gradu- 
ated rates of income tax and is an integral part of it. 


The introduction of this tax was accepted by the wage- 
earning class in a remarkable manner. Personally I met 
a number of people with low incomes and received in my 
office many letters stating that although they were not 
well-to-do they were nevertheless pleased with the fact 
that they were directly contributing to Canada’s war effort. 
This genuine sentiment, it is felt, will hold, even though 
the deduction at the source be considerably stepped up, 
as it was in the next Budget. 


The placing of such a tax on such a wide-spread base, 
where something over half the income of the nation lies, 
constitutes the tapping of an important source of revenue. 
Low as the exemptions are, yet a very substantial part of 
the national income is not reached by the tax. That can 
only be reached by indirect methods. 


The impingement on business of the collection of a 
National Defence Tax was a little different. There was 
involved a substantial cost of compliance on the part of 
the business community. They had to receive forms from 
their.employees declaring their marital status and number 
of dependents. The employer had to deduct the tax in 





accordance with the information given on the forms and 
account monthly to both the employee and the Government 
and also compile an annual reconciliation statement. 


This duty extended not only to the permanent, continu- 
ing employees but to the part-time employees also who 
were in receipt of a rate-of-pay which, if continued over 
the year, would have exceeded $600 or $1,200, so that 
such employees, taking several positions during the year, 
would be swept in under the deduction at the source 
method. Thus all business executives and their accountants 
became, as it were, an unpaid personnel of the Department 
of National Revenue. 


When it is realized that mining, lumber, shipping and 
industrial companies and many other companies have a 
substantial floating body of employees and when we con- 
sider the changing body of dividend and interest recipi- 
ents, not to mention the solid, continuing core of stabilized 
recipients, it will be realized that compliance on the part 
of business executives is a very real burden. It is a tribute 
to business that they are bearing the costs themselves, 
notwithstanding that the Minister of Finance indicated that 
some compensation might be paid therefor. Actually no 
claims for compensation have been made or paid although 
the measure has now been in existence since July 1940. 


The Budget substantially raised the personal income tax 
rates, purely for revenue purposes. Exemptions were low- 
ered to $750 for a single and $1,500 for a married person, 
and the initial rate is now 15%. 


For the conservation of exchange and revenue there was 
also imposed a tax of 10% on the value for duty purposes 
of importations, both free and dutiable, from hard currency 
countries. Normally such an impost would cause a substan- 
tial increase in price but the restraint imposed by the War- 
time Prices and Trade Board prevented any person from 
raising prices beyond what was absolutely justified. 


THE BABY BUDGET OF NOVEMBER 1940 


In the course of the year, before the next regular Budget, 
there was delivered what might be termed a Baby Budget. 
It was designed to conserve exchange through prohibiting 
the importation of a wide range of unnecessary articles, 
while others were permitted only under license. This 
measure was accomplished by the levying of further Excise 
taxes on a wide range of articles, whether produced domes- 
tically or imported. Notwithstanding these increased taxes, 
and the Excess Profits Tax in particular, business was boom- 
ing. Business men were, however, greatly concerned about 
speedily recovering their capital expenditures before the 
termination of the war, and provision, so far as war con- 
tracts were concerned, was made to take care of this appre- 
hension by establishing the War Contracts Depreciation 
Board. 
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This Board was created by Order-in-Council under the 
War Measures Act to advise the Minister of National 
Revenue: 


First —what was a “war contract” within the mean- 
ing of the order itself; and 

Second—the annual amount of depreciation to be al- 
lowed; and 

Finally—the post-war value which should not be speci- 
ally depreciated. 


The Minister of National Revenue acted on the advice 
of this Board and depreciation is granted accordingly, some- 
times at 100% in one year, often 50% and more fre- 
quently 3314% per annum. This protection was not and 
has not been given to general industrial expansion. Capital 
expenditures dealt with by this Board have amounted to 
$106 million, or the equivalent in your country of $1,270 
million. The post-war value not specially depreciated was 
$14 million, or the equivalent in your figures of $168 
million. 


The Baby Budget also provided for the War Exchange 
Conservation Act, which permitted the Minister of Finance, 
in the interests of conserving foreign exchange, to enter 
into Agreements with any business concern, to grant assist- 
ance by way of special tax credits or allowances for de- 
preciation or depletion under the Income or Fxcess Profits 
Tax Act, if in his opinion assistance is necessary in order 
that an expansion of exports take place, and to grant tax 
credits to businesses which would produce goods or ma- 
terials which, but for their production, would continue to 
be imported from hard currency countries. 


This measure as a whole has occasioned capital expendi- 
tures in the pulp and paper industry, the lumber industry, 
white spruce in particular, oil wells and gold and nickel 
mines. To date some 30 Agreements have been made, in- 
volving approximately $40 million, or the equivalent in 
your country’s figures of $480 million. 


THIRD WAR BUDGET 


The Third War Budget was delivered in April 1941. 
The principles inherent in the first two War Budgets were 
continued. The Minister of Finance stated that: 


Those who are looking for interesting de- 
partures from them will be disappointed. 


The policy of taking steps to conserve exchange was 
continued, for there was an acute shortage of United States 
dollars, by prohibiting exports of capital, expanding our 
exports, our tourist traffic and our gold production, and 
continuing the 10% tax on goods imported from hard 
currency countries, and refusing exchange for pleasure 
travel in such countries. 


Income taxation was also increased to recapture substan- 
tial portions of the rapidly rising incomes. The opening 


rate was set at 15% and the closing rate at 85% on income 
over $500,000. A 4% flat tax was added on investment 
income and the National Defence Tax was raised from 
3% to 5% for married persons and from 5% to 7% 
for single persons, on the total income. 


The flat Excess Profits rate was raised from 12% to 
22%, which, added to the existing Income Tax rate, made 
a 40% Income Tax levy on all corporate incomes in 
Canada. The excess rate remained at 75%, which, added 
to the income tax, makes a total tax on the excess of 7914%. 


For the first time since Confederation a Dominion Suc- 
cession Duty Act was enacted, which, while not having a 
direct effect on business, it is mentioned to show: the 
growth of war taxes. 


Seven out of the nine Provinces also imposed substantial 
income taxes and only three of them allowed the Dominion 
Tax as a deduction before imposing the provincial taxes. 
Due to the various rates of income in the several provinces 
the incidence of income taxation varied from province to 
province, causing business to move in unnatural directions 
and by undesirable methods, occasioned solely by the weight 
of tax in one Province being different from the weight 
in another. 


It was expedient to unify the Income Tax law in Canada. 
Accordingly, the Dominion offered to buy out the Provinces, 
if they would, for the duration of the war, temporarily 
vacate the personal income and corporate tax fields, by 
paying them: 


(a) the revenues which the Province and its 
municipalities actually obtained from these sources 
during the fiscal year ending nearest to December 
31, 1940; or 

(b) the cost of the net debt service actually 
paid by the province during the fiscal year ending 
nearest to the 31st of December 1940, 


such payments to be augmented by appropriate 
fiscal need subsidies where it could be shown that 
these were necessary; the Dominion in the same 
period to discontinue the special credits which had 
been heretofore annually voted by Parliament. 


After considerable negotiation it is good to be able to 
say that al! Provinces accepted either one or the other of 
the offers and today there is not any Provincial income tax 
imposed in any Province or in any municipality in Canada, 
on either individuals or corporations. This is regarded as 
a matter of considerable advantage in the fiscal manage- 
ment of Dominion, Provincial and Municipal affairs and 
is due largely to the outstanding negotiating ability of the 
present Minister of Finance, the Honourable J. L. Ilsley, 
and the co-operation of the Provinces in withdrawing from 
these tax fields. 


Business accepted this accomplishment with great satis- 
faction. It gave one unified income tax law for all Canada, 
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with but one place to file Income Tax Returns and solve 
income tax problems, while formerly there were as many as 
three. Further, it eliminated the apportionment of profits 
between Provinces where companies had dominion-wide 
activities. Whether this will be found to be so beneficial 
that it will become a permanent feature no one at this date 
can say but there it stands, as a step toward unification, 
simplification and the betterment of fiscal management of 
Canadian affairs during the war. 


The Excess Profits Tax Act was amended in the interests 
of fairness and equity by allowing the average of three 
years to be selected as the base if the profits of the fourth 
were below half the average of the other three. Then again 
an inventory reserve was allowed against the rise in price in 
the quantity of the basic inventory on hand before the war, 
if the business was in the 75% rate of tax, as it was re- 
garded as unfair to leave business with the whole risk of 
a rapid decline on the cessation of the war, in respect of 
the basic inventory which was purchased out of profits 
remaining on hand after taxation. On the other hand, a 
reserve was not allowed against increased quantities of in- 
ventory as this would permit potential taxes to be used as an 
expense in the reckless buying of excess inventories. 


The Government had requested the lumber industry to 
increase production to meet additional domestic and over- 
seas demands, and in order that our exports to the United 
States might be increased with resulting exchange benefits. 
The industry complied with these requests but in doing 
so pointed out that valuable timber limits were being 
depleted at a faster rate than would normally occur, and 
this under heavy Excess Profits taxes which left a small 
margin of profit, and that these timber limits could not be 
replaced at anything like their original cost. The disappear- 
ing limits, close to ocean shores, lakes, streams and railways, 
would be replaced by less accessible limits which could 
be operated only at an enormously increased cost. 


The Minister of Finance stated: 


We are satisfied that the lumber industry is 
entitled to some relief but it has been difficult to 
decide how this should be provided, 


and the matter was referred to the Minister of National 
Revenue to investigate as to the appropriate means. 


I was chairman of an Inter-departmental Committee to 
examine the claims of the lumber industry and after many 
hearings we finally made a number of recommendations, 
the principal one of which was that: 


In respect of timber cut in the taxation years 
1941 and thereafter, in excess of the average cut 
in the period 1936-1939, operators be given spe- 
cial allowances per m.b.m. equal to 3314% of 
their cost of standing timber cut in the taxation 
years, represented by the sum of their allowances 
for depletion, crown dues and stumpage. 





In short, this is a 3314% increase in the unit depletion 
allowance and the Crown dues or stumpage paid. So far 
as I am aware, this has been accepted favourably by the 
lumber industry. They are continuing to produce, as our 
Timber Controller recently said: 


A splendid cut of timber for war purposes. 


To encourage prospecting in Canada for base metals 
and strategic minerals, vital to the manufacture of our war 
munitions, such as tungsten, manganese, etc., a tax conces- 
sion was announced last week by the Minister of Finance, 
namely: 


To allow contributions of $500 to any pros- 
pecting syndicate with an over-all limit of $5,000 
spread among ten such syndicates. 


This was also granted to corporations, and a further 
$5,000 is permitted to corporations if the outlays are made 
in financing their own prospecting employees: 


Provided in all cases that the tax credit does 
not exceed 40% of the contribution. 


So much for adjustments—now turning to the broader 
question, namely—To what extent is Canada adhering to 


the pay-as-you-go policy? 
The Minister of Finance in his last Budget stated: 


We shall have paid 34 of our war and non-war 
budgetary expenditures out of revenues. 


On this basis I think it will be agreed that the Dominion 
is attempting to carry the pay-as-you-go policy as far as is 
reasonably practicable. Over and above the pay-as-you-go 
statement just made, may I say that Canada has loaned 
substantial sums to Great Britain and early this year do- 
nated to her, free of any obligation to repay, one billion 
dollars. Then again, I might mention that Canada has not 
herself made any use of your Lease-Lend law directly or 
indirectly. 


CONCLUSION 


Now the features that emerge from this rather complete 
and somewhat detailed summary are these: 

That in peace time the tax measures may be used, and 
were used, through the medium of special tax credits, for 
stimulating the increase in the national income; 

That the stimulus to the national income occasioned by 
war should not be heavily taxed without at the same time 
giving special credits or allowances to those who incur 
substantial capital expenditures which will have little or 
no post-war value; and that these tax credits and allowances 
should be both selective as to those favoured and circum- 
scribed in their terms; 

That one should not in a time of crisis and rising 
revenues occasioned by war leave out of the tax brackets the 
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creat body of patriotic citizens who receive low wages, 
for they desire to pay directly and the country needs a 
return out of the substantial aggregate of income which 
such persons receive; 

That the intention to impose severe taxation should 
closely follow the rising national income but not so fast 
as to preclude opportunity for appropriate adjustment of 
private and corporate affairs ; 

That multiplicity of taxes should be avoided and a 
central, strong, steady, although effective, tax plan should 
be followed ; 

That special restrictions by either tax imposition, pro- 
hibition, license, control, together with general heavy taxes, 
should operate to eliminate non-essentials ; 

That between the industries favoured by credits, and 
those restricted by design, there is a large, substantial, con- 
tinuing middle group which was there before the war and 
will be there after the war, and on that group there should 
be a tax sufficiently heavy to recover to the taxing authority 
as much of the excess profits and excess spending power 
as possible, but leaving business always with a profit in- 
centive, although diminishing in percentage, having regard 
to increasing volume of turnover; 

That war taxes and their increasing weight should be 
contained as far as possible in the special war measures, 
and not in basic, continuing measures. For example, the 
basic corporate Income Tax rate of 18% in the Income 
Tax Act has not been changed. The increased taxes on 
business incomes are contained in the Excess Profits Tax 
Act. In time the whole Act will disappear ; 

That, anticipating the cessation of war and the decline 
in all incomes, collection at the source should be developed 
so far as possible, thus eliminating the requirement of 
paying a high tax on a substantial past year’s income when 
the receipts are substantially lower,—in short, a heavy tax 
to be paid out of a diminishing income; 

That in war time when taxes are in a state of great 
flux and transition, advantage of the times should be taken 
as forcefully as possible, to make desirable and appropriate 
adjustments in the natioral tax structure, whether during 
the war or at the close of it, for the public mind is then 
more receptive and permissive than during the continuity 
of stabilized peace-time economy ; 

That the control of profits, of salaries, of wages and of 
prices, and a system of rationing, although they adversely 


affect revenues, is more to be desired than non-control 
with resultant inflation; 

That a deadline for profits in the form of 100% tax 
in a capitalistic system is the frustrativa of its basic prin- 
ciples, and the destroyer of hope, for without hope, even 
though hope take the form of an after-the-war partial 
refund, industry wanes; 


That when corporation taxes are high, the invitation for 
excessive expenditures in controllable items is strong. They 
should be controlled, if possible in relation to a pre-war 
standard, particularly in companies supplying war materials 
and munitions. Such control should prevent expenditures 
for excessive repairs, purchase of good will through exces- 
sive advertising, unduly high wages and salaries, particularly 
to shareholder-employees. For it must be recognized that, 
if the rate is 75%, the Government, without invitation, 
is contributing that amount to such, or any such, excessive 
expenditures ; 

That all business concerns and the people of the nation 
should be made to feel that there is a genuine bond of 
sympathy and understanding between the Government and 
them in relation to their numerous and difficult problems 
and,—that multitudinous though the affairs of the Govern- 
ment are, they are not so complex but that the problems 
of each may receive substantially individual consideration ; 


That there should not be a multiplicity of acts or, in 
the administration, a multiplicity of regulations, rulings and 
departmental decisions. Our laws are few and compara- 
tively simple. Since 1917 we have had but one Income Tax 
Act. Our administratj¢n is direct as between the Govern- 
ment, the written law and the taxpayer. There is no lay- 
man’s interpretation of the interpretations. The taxpayer's 
facts are placed beside the written law the same as in any 
other law and the differences of opinion are decided by 
the Courts, which is the appropriate place to build up any 
authoritative body of jurisprudence. 


Now it is respectfully suggested that an examination of 
this summary of our immediate pre-war peace and war-time 
activities in the Canadian economy will show that every 
one of the desirable principles above mentioned have been 
employed and yet Canada is paying 34 of her own war 
costs out of revenue and is continuing to do so today. 


C. FRASER ELLIOTT 
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